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Abstract 
The conceptual framework represents a coherent system of concepts which arise from a goal. Without a conceptual 
framework, “the bad accounting practices would triumph over the good accounting practices”. Prudence, one of the oldest 
and the most well-known accounting concepts, although eliminated from the accounting conceptual framework in 2010, 
continues to draw attention. At an international level, opinions are divided. Each of the two accounting models, continental 
and Anglo-Saxon, have their say. Therefore, prudence should be maintained within the conceptual framework, according to 
the French Accounting Standards Authority, while the Australian Accounting Standards Board (AASB) disagrees with its 
reintroduction. The discussions related to the reintroduction of prudence within the conceptual framework are concentrated 
either around the idea of prudence, but without a conservative basis, or around the idea of conservatism. However, starting 
from the idea that a cautious attitude in financial reporting is justified by the need to protect the investor’s interests of the 
reporting entity, in the past years a number of decisions were taken both at the European and international level. The 
motivation for choosing this topic resides precisely in the novelty of the subject. We believe that the differences between 
the two points of view, the traditionalist one pertaining to the European Union, on the one hand, and the progressive one 
corresponding to IASB, on the other hand, in terms of the role of prudence in accounting, represents a subject of research. 
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1. Introduction 
The accounting communication involves establishing a link between the company, as a transmitter of 
information, and the users of information or the receptors. The main way of transmitting information is 
represented by financial reporting. Information is obtained by using a specialized language, specific rules and 
principles (Minu, 2002).The role of this information is to reduce the uncertainties of the users, therefore, 
research in the field of accounting reporting, both through empirical studies, as well as through theoretical 
ones, raised new questions and formulated new opinions, because, in the context of a globalised economy, the 
increase of the quality of financial reporting becomes a necessity, the trust of the users in the financial 
statements being essential. 
Achieving a true and fair view is subject to the compliance, by good faith, of the accounting principles 
(Horomnea, 2012), and those which have refined the concept of financial reporting were the conceptual 
accounting frameworks (Gorgan, 2013). Hence the need to include in the conceptual framework those 
accounting information characteristics necessary for preparing quality accounting reports, which ensures 
comparability at an international level for their main beneficiaries: investors and creditors. 
In 2010, IASB developed, together with FASB, a new conceptual framework. On the one hand, the 
American standards do not include a definition of prudence and on the other hand it is considered that prudence 
(conservatism) would not be consistent with neutrality (IFRS 2013). It is considered that neutrality leads to 
unbiased representations about the economic performance and the condition of the company, thus providing a 
piece of information which is more reliable and more relevant for the users of financial statements. 
Prudence (conservatism) is defined as a “differential verifiability” required for the recognition of profits 
compared to losses. Anticipating profits involves the recognition of gains before there is a legal and verifiable 
right on generating revenues related to these profits (Watts, 2002). 
There are two types of conservatism: earnings conservatism and balance sheet conservatism. “Earnings 
conservatism” implies the asymmetric recognition of gains and losses in the accounting practice: immediate 
recognition of all the probable losses and deferring the recognition of gains (Watts, 2002). “Balance sheet 
conservatism” refers to the continuous undervaluation of net assets and the book value of equity (García Lara 
and Mora, 2004). According to the definition of the previous conceptual framework, prudence requires the 
revenue to be recognized in the accounts only when they are provable, based on the principle “do not anticipate 
profit, but anticipate all losses”. FASB defines prudence or conservatism as being “the reflection of uncertainty 
carefully”, and PRC GAAP –„the conservatism requires that confirming and measuring and reporting 
transactions or matters should be prudent in corporations, assets or income should not be overstated, liabilities 
or costs should not be underestimated”. (Wang, 2013). 
Germany and Switzerland are two countries which are recognized for their prudence in accounting. In terms 
of reporting, prudence is manifested both in the recognition and evaluation process of the elements which form 
the financial statements as well as the information presentation and disclosure process. A vulnerable point is 
represented by the impairment of assets. A study conducted by Voicu and Feleagă revealed that in the 
recognition and assessment of provisions according to IAS 37, the national accounting culture is still visible 
even when the reports are in accordance with IFRS. IFRS, as far as the treatment of provisions is concerned, 
created a way of interpretation and creativity so the reporting of earnings can be manipulated. 
From the analysis of DP/2013/1, A Review of the Conceptual Framework for Financial Reporting, issued 
by IASB, prudence is the most controversial accounting principle. Until 2010, prudence was considered a trait 
which makes information credible and, from this point of view, the International Financial Reporting Standards 
did not differ significantly from the European Directives. This “degree of caution” is used as a tool to correct 
any overly optimistic judgment by the management (Grambovas et al. 2006). 
Directive 34, as opposed to the International Financial Reporting Standards, is predominantly prudent. 
For this article, we used as methodology of research, the qualitative research, which is based on 
interpretation. In this regard, we studied articles and papers in the field, having as motivation the fact that if 
prudence, on the one hand, is one of the oldest accounting principles, being used since the Middle Ages in 
740   Geanina Măciucă et al. /  Procedia Economics and Finance  32 ( 2015 )  738 – 744 
trade, and on the other hand, if it were introduced in the conceptual framework as a feature of the financial 
statements, this achievement would be the most important moment in the development process of the 
worldwide international accounting standards. 
2. The role of prudence in financial reporting from the perspective of IFRS 
It is known that the United States has the oldest conceptual framework. In the literature on American 
accounting, the beginnings of developing a conceptual framework became the job of William Paton and John 
Canning. In 1922, in his work entitled „Accounting Theory”, William Paton reminds us of a reformulation of 
the accounting theory, the postulates issued underlying modern accounting. Seven years later, in his paper 
entitled “The Economics of Accountancy”, Canning was the first author who developed and presented a 
conceptual framework on the assessment and measurement of assets based on future expectations (Zeff, 1999). 
Although attempts to develop a conceptual framework existed since 1936, only FASB, after its creation, 
managed to be the first organization in the world that has managed to produce such a model. Also called the 
“Accounting Constitution” because it provides the basic foundation for the American accounting standards, the 
American conceptual framework is the result of the debates held between 1973-1985 and aimed to “bring near 
the information, through their usefulness, to the decisions taken regarding investments, financing and 
exploitation activities of enterprises” (Gorgan, 2013). The basis of this framework was the monograph entitled 
“An Introduction to Corporate Accounting Standards” written by W.A. Paton and A.C. Littleton and two 
research studies produced by Moonitz and Sprouse between 1962-1963. During the debate period, FASB 
released 30 publications, totalling more than three thousand pages: 8 discussion projects, 7 research reports, 8 
exposure drafts, an invitation to comment on them, 6 statements of concept. Currently, FASB broadcasts the 
framework through the Statements of Financial Accounting Concepts (SFACs). 
As far as IASB is concerned, in 2001, it took over from his predecessor, IASC, not just a set of accounting 
standards but also a conceptual framework available since 1989. The idea of convergence between IFRS and 
U.S. GAAP arose as a result of the U.S. financial scandals determined by the fact that, in accordance with the 
American norms, the public accountants could offer a wide range of services to its clients: audit, tax services, 
consulting, which gave rise to conflicts of interest and the independence was affected because the consulting 
fees were often higher than the audit fees (Marshall, McManus, Viele, 2014). 
The two committees, in order to produce new standards or in the process of revising them, guide themselves 
in accordance to the conceptual framework (IFRS for IASB, US GAAP for FASB), as a result, the differences 
between the two may contribute to differences in the standards. In 2004, due to the convergence process 
between the two referential (IFRS and US GAAP), FASB and IASB began working together to develop a 
common and improved conceptual framework which will provide the basis for developing common standards. 
The modern conservatism is a principle according to which accountants exercise a reasonable degree of 
caution in recognising the transactions which are subject to real economic uncertainties. In September 2010, 
IASB and FASB issued a revision of two sections of the conceptual framework regarding the objectives of the 
general purpose financial statements and the qualitative characteristics of the useful financial information. 
Since prudence involves an asymmetric treatment in relation to the valuation of assets and revenues as well as 
to liabilities and expenses, and this treatment, based on the estimates made under uncertain conditions, affects 
neutrality, but in a reasonable manner (Bunea, 2014), the two committees settled on the elimination of the 
prudence principle from the conceptual framework, ensuring that the basic principles of the concept remain 
intact and visible throughout the standards. Hellman (2008) admits that FASB and IASB’s desire to exclude 
prudence from the financial reporting has led only to its reduction and may be substituted for more 
opportunities. Soderstrom and Sun (2007) believe that the quality of the accounting information depends on the 
quality of the accounting standards and on the characteristics of the country in which the company operates, 
primarily on the political and legal systems. Although IASB will standardise the manner of reporting the 
financial statements, any changes in the quality of the accounting system will depend on the changes produced 
in the political and legal systems of each country. 
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Against the background of the financial crisis, the project of convergence between the two accounting 
referential was discontinued, being resumed in 2012 by IASB, but independently. Following a public 
consultation in 2011, IASB decided to give up the first phased approach and develop a conceptual framework 
in a single project and in a very short time. In July 2013, IASB issued a discussion paper on the conceptual 
framework aimed at the following (Günther, Araceli, Alfred, 2014): the role of the conceptual framework, the 
objectives and use of financial reports, prudence, the uncertainty in the recognition of assets and liabilities, 
derecognition, assessment issues and the distinction between recognition and measurement. Thus, the concept 
of prudence becomes actual again. 
CFA Society United Kingdom sees prudence as a conservative prejudice and believes that it is the 
responsibility of investors to use the information wise decisions concerning capital allocation. Therefore, CFA 
believes that the current form of the conceptual framework is appropriate and that a discussion about prudence 
is unnecessary because it is implied in the context of applying the concept of materiality (Bunea 2014). The 
same belief is supported by the Federation of European Accountants (FEE) but, unlike CFA, FEE believes that 
prudence should find its place among the concepts of uncertainty and credibility. 
Eumedion, representing the interests of 70 institutional investors, believes that the standards should request 
prudence in preparing the financial statements in order to avoid a too optimistic reporting in situations of 
uncertainty. 
A study conducted by Pajunen (2010) in Finland showed that the principle of prudence is still considered to 
be important. Thus, 81.6% of the respondents agreed that “prudence is an important principle in financial 
reporting” and 51.2% of the respondents believe that relevance is a much more important principle in financial 
reporting than prudence. It seems that prudence is still a very important accounting principle among 
respondents because none of them responded that they complete disagree with the statement regarding 
prudence. 
The contrary views on the reintroduction of prudence in conceptual framework are present even in IASB. 
Michel Prada stated that prudence should be reintroduced while Hans Hoogervorst argued that the basic 
principles of the concept remain intact and visible throughout the standards. At its meeting in May 2014, IASB 
decided to reintroduce prudence in the conceptual framework with the motivation that this principle is used 
both in the existing standards as well as in the proposed ones and therefore it is necessary to explain it in the 
conceptual framework. Furthermore, prudence counteracts a natural prejudice towards optimism and helps 
align the interests of the shareholders and the management. 
The concept of prudence may be in contradiction with the principle of matching and business problems may 
occur. Certain costs, such as the development costs should be carried forward in the following years as a fixed 
asset and correlated with the sales revenue generated by these expenditures. However, the concept of prudence 
dictates that if future revenues are difficult to predict accurately, costs such as development costs should be 
amortized in the income statement and as a loss in the year they incur. 
3. The role of prudence in financial reporting from the perspective of Directive 34 
At the European level, on 25 July 1978, under Article 54 para. (3) lit. (g) of the Treaty on the annual 
accounts of certain types of companies (78/660 / EEC), the European Union adopted Directive IV, which refers 
to the following basic aspects: the content of the annual accounts of Member States companies, their structure 
and format, the concepts relating to the elements presented in the balance sheet and in the profit and loss 
statement, the stipulations regarding evaluation, the rules on publication and auditing of annual accounts. 
This was achieved after two versions were developed: 1971, respectively 1974. Since the first version of the 
directive was made under the guidance of German specialist Dr. Wielhelm Elmendorff, the influence of the 
German school of accounting is easy to see (German-Aktiengesetz Company Law). The purpose of the 
directive was to obtain an image as safe as possible on businesses. This was due to the fact that Britain had not 
yet entered the European Community. The project adopted in 1974 was strongly influenced by the Anglo-
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Saxon way of thinking, with the entry of Great Britain and Ireland in the European Union. Among the most 
important changes we can include: the introduction of the concept of true and fair view, certain flexibility in the 
presentation of financial statements, the basic accounting principles (Alexander, Nobes, 2010). On 29 June 
2013, in the Official Journal of the European Union, Directive 34 is published based on the principle “to first 
think at a small scale” in order to ensure a harmonised basis in the European Union, especially for small 
businesses. The new directive, unlike IFRS, is steady regarding the application of the principle of prudence, 
moderating any excessive optimism. Beside the avoidance of optimism, company bankruptcy is avoided and, 
for creditors, this means a valuable safety margin. 
Unlike IFRS, under Directive 34, things are much clearer, prudence having played and continuing to play a 
fundamental role. “Recognition and measurement is performed on a prudent basis”, meaning that: only the 
profits made at the date of the balance sheet can be recognised, all debts which have appeared during the 
current financial year or during a previous one are recognised, even if they become clear only between the 
balance sheet date and the date of its establishment and all negative value adjustments are recognised, 
regardless of the result financial year is loss or profit (Directive 34). Perhaps the essence of this way of thinking 
originated from the Latin proverb “Quid, quid agis prudenter agas, respicit finem” – “Everything you do, do it 
cautiously, thinking about the consequences” (Horomnea, 2012). 
We notice that despite the increase in the degree of convergence between the European Directive and IFRS, 
there has not been a change in the approach of the European Commission regarding prudence in financial 
reporting. This prevails on accrual accounting and the historical cost represents the basic criteria for financial 
reporting. Instead, IFRS makes higher use of fair value accounting and requires a more comprehensive 
disclosure than the European directive (Palea, 2013). 
In Germany, the prevalence of the prudence principle (conservatism) is clearly established by the law. 
During the global economic crisis of the late 1920s and early 1930s, the existing accounting practices failed to 
adequately protect the creditors of the German companies against insolvency. Therefore, the principle of 
prudence was incorporated in 1937 in the Stock Corporation Law. 
The Accounting General Plan of France defines prudence as “a reasonable assessment of the facts so as to 
avoid the risk of transfer upon the future of the present uncertainties, susceptible to influence the size of the 
heritage and the enterprise results” (Feleagă, 1996). The purpose of prudence, according to this definition is to 
avoid incurring a present expense in the future as well as avoiding the distribution of unreal benefits. 
Considering that Directive 34/2013 provides models of presentation for financial reports, the defining of 
accounting policies in national regulations are the responsibility of each national standardiser which means that 
the degree of prudence in national rules may differ from one country to another. For example, the Romanian 
accounting standards, regarding the application of the principle of prudence, provide an asymmetric treatment 
for minus-values and added-value which may affect the value of a good or accounts receivable: the value 
decreases compared to the historical cost must be recorded the moment they appear as probable and the 
increases in value in relation to historical costs are not registered before they can actually be achieved. 
A major risk for the financial statement users, investors and creditors, is represented by asset overvaluation 
In the conditions of prudence, this implies adjustment recognition for the impairment of tangible and 
intangible assets, financial assets, account receivables, short-term financial investments which are not listed on 
the regulated markets as well as the recognition of provisions for risks and expenses so that the financial 
statements provide a distributable result to investors in which they can trust (Bunea, 2014). 
Fictitious dividend distribution may be dangerous. “The consecration of the principle of prudence will limit 
the amount of benefit shared” (Colasse, 2009), while by applying the fair value “which allows the accounting 
of not only the negative potential values but of certain plus values of the same type… the distribution as 
dividends of the earnings which have not been realized yet and are only probable would become possible.” 
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4. Conclusion 
Inherited from the nineteenth-century capitalism, everyone recognizes that prudence is a key principle in 
accounting, being a characteristic of both the existing standards and the future ones. For this reason, we believe 
that its role should be recognized by the conceptual framework. The application of precautionary principle 
helps the financial statements so as not to give a false optimism to the information users, especially to 
investors, mainly in situations of high uncertainty. We believe that as long as an organization does not use the 
precautionary principle to retain revenues or to create hidden reserves, prudence, along with other principles, 
creates a solid foundation for financial reporting. In these circumstances, we believe that prudence is not in 
conflict with neutrality anymore and could be the basis of a neutral piece of financial information. We maintain 
that “prudence requires an open-mindedness that is a necessary trait for accountants” (Malley, 2014). A prudent 
accounting behaviour is a quality of the accountants with a detailed understanding of the basic accounting 
principles related to the valuation of assets and the measurement of profit. 
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